94	Federal Finance
to a very large extent, by the special circumstances
governing the formation of each federation. As the Taxa-
tion Committee have remarked, 'the systems adopted by
different countries have been moulded by widely differing
influences emanating from the past history of the particular
States, the psychology of their people, the religious differ-
ences prevailing among them and their trade and foreign
relations with neighbouring States'.
What they go on to say on the same subject is of special
significance in view of the participation of Indian States
in the Federation: cin the forming of federations, the
dominant factor in each case was what the independent States which
came together were willing to give up.9
This will explain the recommendation made by the
Peel Committee for the retention of internal customs by
the Indian States and their general exemption from direct
taxation, while the former has been prohibited in the case
of the Provinces. Insistence is rightly laid on this point in
both the Percy and Davidson Reports, which has, however,
given rise to dissatisfaction and misunderstanding in certain
quarters in British India. It is all the same true that no
financial adjustment between the Centre and the Pro-
vinces or between British India and the Indian States
could work which sought to wipe out the past and started
off with a clean slate. As the Percy Committee puts it,
'the conception of maintaining the status quo in non-
essentials is a better guide to policy than any ambitious
ideals of equality or uniformity9. The same observation is
to be found in the Davidson Report:
cIt is therefore apparent at the outset that the ideal repre-
sented by the principle of uniformity or equalization of
burdens and benefits is one not likely to be easily attained, and
no useful purpose would be served by a refusal to recognize
existing facts.5

